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CUREENC  Y. 


INTRODUCTION. 


These  remarks  on  Currency  appeared  in  the  Weekly  Circular 
of  the  house  of  which  I  am  the  head.  But  the  subject,  per¬ 
haps  more  than  any  other,  requires  consecutive  reading  and  con¬ 
sideration.  The  space  at  my  disposal  in  the  Circular  of  Messrs. 
Valentine  and  Co.  necessitated  breaks  of  a  week’s  duration 
as  I  continued  the  discussion,  and  I  deem  it  advisable  to  pub¬ 
lish  these  remarks  in  a  consecutive  form.  Another  reason  which 
has  induced  me  to  do  so  is  the  National  importance  of  the  sub¬ 
ject.  The  Circular  is  almost  confined  to  the  clients  of  the 
house,  and  therefore  its  circulation  is  too  restricted  for  the  con¬ 
sideration  of  a  matter  affecting  all. 

These  observations  on  Currency  are  the  result  of  opinions 
deeply  considered  and  long  held  by  me.  The  idea  first  sug¬ 
gested  itself  from  the  action  taken  in  the  State  of  New  York 
when  the  Banks  commenced  issuing  notes  on  the  security  of 
the  State  Bonds.  Not  only  was  this  found  to  work  satisfac¬ 
torily  for  the  banks,  but  for  the  note  holders  and  for  the  bonds, 
which  were  speedily  sent  up  to  a  very  high  premium.  In 
1855  a  plan  was  submitted  to  the  Government  in  Paris, 
adapting  this  system  to  France.  For  political  as  well  as  com¬ 
mercial  reasons  the  plan  was  admirably  suited  for  the  French, 
and  it  would  have  been  adopted  but  for  the  obstacles  placed  in 
the  way  by  vested  interests.  Note-holders  who  had  hoarded 
them  as  money  would  feel  but  little  disposed  by  revolution  to 
destroy  the  security  upon  which  their  wealth  was  based,  and 
this  would  have  added  to  the  safety  of  the  Government* 
Shortly  after  the  outbreak  of  the  Civil  War  in  America 
it  was  found  necessary  to  act  on  what  had  been  suggested 
in  France.  The  issue  of  Legal- tenders  and  of  National 
Bank  notes  is  based  on  the  security  of  the  nation,  not  on 
gold.  Necessity  forced  the  Federal  authority  to  eliminate  gold 
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from  the  circulation,  and  the  precious  metal  became  a  mere 
article  of  barter.  The  inconveniences  of  this  have  long  been 
felt  in  the  trade  of  the  country ;  and  on  the  16th  of  last  month, 
Mr.  Sherman,  as  Chairman  of  the  Finance  Committee,  spoke  in 
his  place  in  the  Senate  Chamber,  urging  a  return  to  specie  pay¬ 
ments,  and  proposing  a  plan  which  literally  appears  to  be  an 
embodiment  of  the  propositions  I  have  so  long  urged.  As 
Senator  Sherman  is  in  accord  with  the  Executive,  and  as  Chair¬ 
man  of  the  Finance  Committee  he  is  in  communication  with 
the  Cabinet  Ministers  of  President  Grant,  it  is,  to  say  the  least, 
probable  that  on  January  1,  1874,  the  scheme  will  be  in  opera¬ 
tion  in  the  United  States.  Hitherto  this  has  only  partially  been 
the  case  ;  but  thus  far  I  have  closely  watched  its  working  with 
a  view  to  correct  by  practical  experience  any  erroneous  impres¬ 
sions  1  may  have  held.  I  found,  however,  that  the  system 
worked  admirably  in  the  United  States — so  far  a.s  tried — and 
that  most  shortcomings  were  due,  as  Senator  Sherman  pointed 
out,  to  the  inability  of  the  nation,  through  the  pressure  of  the 
war,  to  carry  the  plan  out  in  all  its  integrity — that  is,  to  make  the 
note-issue  convertible  into  gold.  Senator  Sherman  proposes 
even  a  freer  use  of  Consols  or  Government  Bonds  than  I  have 
advocated,  for,  recognizing  the  danger  of  periods  of  panic  and 
suspension  of  specie  payments,  he  introduces  a  clause  to  enable 
the  Government  to  meet  a  run  for  gold,  and  an  inability  to 
pay  in  coin,  by  substituting  Five  per  Cent.  Bonds,  if  driven  to 
do  so.  Legal-tenders  (or  greenbacks),  are  to  remain  legal- 
tenders.  They  are  always  supposed  to  be  changeable  into 
gold  for  their  face  value ;  but  should  the  Government  fail 
through  inability  thus  to  redeem  them  when  asked  to  do  so, 
Five  per  Cent.  Gold  Bonds  are  payable  instead.  Mr.  Sherman 
would  make  the  National  Banks  liable  to  redeem  their  notes  in 
legal-tenders,  and  all  branches  of  the  Treasury  liable  to  redeem 
those  legal-tenders  in  gold,  with,  as  I  have  said,  a  power  in 
the  hands  of  the  Secretary  of  the  Treasury  to  substitute  U.  S. 
Bonds  for  gold  in  an  emergency,  such  as  when  the  Bank  Act 
is  suspended  in  England.  By  another  clause,  the  Senator  pro¬ 
poses  to  remove  the  restriction  on  the  issue  of  bank  notes. 
The  liability  to  redeem  he  seems  to  consider,  as  I  do,  a 
better  check  than  any  legal  restriction ;  but  he  insists  upon 
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the  banks  paying-  up  their  capital  in  full.  The  Senator  would 
have  no  shams  ;  but  when  he  has  got  a  genuine  bank  with  its 
capita  in  cas>h,  not  in  promises  to  pay,  he  would  give  the 
managers  ample  power.  As  the  proposition  of  the  Senator 
may  be  considered  official  (the  expression  of  the  views  of  Pre¬ 
sident  Grant  and  his  Cabinet)  my  remarks — published  long  in 
advance  of  the  action  in  the  United  States — derive  increased 
importance. 

To  those  who  take  an  interest  in  the  subject,  and  are  inclined 
narrowly  to  watch  the  working  of  the  system  in  the  United 
States,  I  need  scarcely  recommend  this  pamphlet.  I  would, 
however,  recommend  it  to  the  careful  consideration  of  those 
who  do  not  understand  the  currency  system  of  the  United 
States,  as  from  it  they  can  gather  enough  to  acquire  a  broad 
view  of  that  system  and  an  interest  in  its  working ;  which  all 
men  of  business  ought  to  feel,  and  which  is  sure  to  follow  the 
knowledge  when  acquired. 


W.  J.  VALENTINE, 


17  axd  18,  Corn  hill,  E.C., 
February ,  1873. 


ON  CURRENCY. 


These  extracts,  from  the  Circular  of  Messrs.  Valentine 
and  Co.,  are  necessarily  imperfect,  because  they  were  written 
with  reference  to  the  special  events  of  the  week,  and  with  no 
idea  at  the  time  of  publishing  them  in  the  form  of  a  pamphlet. 

They  were  written,  too,  by  a  busy  man  who  had  but  little 
time  to  think  over  his  subject  with  that  full  and  undisturbed 
consideration,  which  could  alone  enable  him  to  treat  the  sub¬ 
ject  in  a  way  worthy  of  its  importance. 

Such  extracts,  however,  often  tell  with  greater  force  than 
an  elaborate  treatise  ;  because  they  are  the  spontaneous  thoughts 
of  a  man  of  business,  arising  out  of  the  events  occurring 
around  him,  and  which  exert  no  small  degree  of  influence 
upon  the  affairs  of  his  house. 

The  following  extract,  from  the  Circular  of  December  14, 
1872,  will  explain  itself  : — 

The  Bank  of  England  has  reduced  the  rate  for  discount  from  6 
to  5  per  cent.  The  increase  in  the  bullion  for  the  week  has  been 
£450,018,  and  it  would  have  been  more,  but  for  the  hard  gales, 
which  have  delayed  vessels  known  to  be  approaching  the  island 
with  gold.  There  is  a  considerable  amount  due,  but  though  the 
increase  is  large,  nearly  all  is  a  mere  return  from  the  provinces, 
while  in  the  note  circulation  that  return  is  £966,235.  This  has 
sent  the  proportion  of  reserve  to  liabilities  from  46  per  cent,  up 
to  49-£  per  cent.  At  this  period  of  last  year  the  rate  of  discount 
was  3J  per  cent.,  and  the  whole  of  the  Bank  figures  when  com¬ 
pared  with  those  of  that  date  show  the  increasing  demand  for 
money,  the  larger  sums  now  required  for  carrying  on  the  manu¬ 
facture  and  trade  of  the  country,  the  greater  drain  about  harvest 
time,  and  the  consequent  higher  rates  which  capital  can  obtain. 
Germany  has  locked  up  an  immense  amount  of  gold  in  the  Govern¬ 
ment  coffers,  and  what  is  the  Emperor  going  to  do  with  it  ? — To 
keep  it  locked  up  would  be  a  financial  operation  worthy  of  a 
former  Pope.  To  let  it  out  now,  would  be  to  cause  a  deluge,  and 
to  give  an  impetus  to  the  speculative  movement  so  observable. 
Indeed,  by  burying  that  gold  in  the  vaults  of  the  Treasury  at 
Berlin  a  commercial  panic  may  be  averted  or  delayed  in  Ger¬ 
many  ;  strange  as  it  may  sound  to  say  so ;  but  it  cannot  be  too 
often  repeated  that  nearly  all  panics  have  had  their  origin  in  a 
run  of  prosperity,  which  means  a  very  profitable  trade  and  large 
gains  in  money,  leading  to  inflation,  recklessness,  and  a  crash. 
The  gold  discoveries  of  Australia  carried  Melbourne  into  an 
inflation,  and  that  was  followed  by  a  reactionary  depression, 
the  extent  of  which  is  not  generally  known  in  England.  The 
Civil  War  in  America  turned  cotton  in  India  into  silver,  swept 
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all  the  silver  coin-currency  of  the  United  States  and  France  into 
Bombay,  and  created  what  was  an  absurd  inflation  and  reactionary 
depression.  The  effect  of  that  Civil  War  on  England,  though 
not  so  distinctly  visible  and  ridiculous,  was  the  inflation  which 
took  the  Joint  Stock  Company  creation  form,  and  ended  in  the 
panic  of  1866.  It  was  a  curious  circumstance,  one  that  has  not 
been  investigated  by  financiers  as  it  ought  to  be,  that  while  the 
Civil  War  produced  such  results  abroad,  where  everybody  looked 
for  the  panic, — in  the  financial  centres  of  the  United  States, — 
there  was  no  panic.  That  is  a  subject  worthy  of  careful  investi¬ 
gation  ;  but  as  yet  it  has  been  lightly  dismissed  with  the  saying 
— “  the  unlimited  resources  of  the  Republic  carry  the  nation  over 
every  difficulty,  and  through  any  amount  of  blundering.”  But 
the  facts  of  the  crises  themselves  show  that  there  is  an  error  in 
this  statement.  It  was  the  prosperity  of  Australia — induced  by 
the  gold  discoveries — which  led  up  to  the  panic,  the  resources  of 
that  country  being  in  their  smaller  way  equal  in  proportion.  It 
was  the  prosperity  of  the  Bombay  Presidency,  from  the  enhance¬ 
ment  in  value  of  its  chief  staple,  which  produced  a  panic  that 
made  the  mercantile  community  of  the  Presidency  town,  bank¬ 
rupt;  and  it  was  the  unusual  flow  of  gold  to  England  when  the 
coin  circulation  of  the  United  States  was  replaced  with  paper 
which  fostered  the  Joint  Stock  Company  mania.  It  is  not  the 
resources,  then,  and  the  prosperity  of  a  country  which  save  it 
from  panics ;  and  another  cause  must  be  sought.  No  country 
suffered  more  than  the  United  States  from  these  panics  under  the 
old  banking  system,  that  is,  under  defective  Currency  Laws. 
Yet  the  progress  and  resources  of  the  country  then,  were  as 
great  in  proportion  to  population  as  now.  Is  it,  therefore,  the 
Currency  System  of  the  United  States  which  has  been  found 
effective  in  checking  panics?  It  is  certainly  not  dne  to  the 
operators  of  New  York  City  that  there  are  not  panics  every  year, 
or  every  quarter  ;  for,  the  utmost  ingenuity  is  exercised  to  create 
these  panics  through  artificial  means.  But,  though  the  strain  at 
times  has  been  severe,  and  the  evils  of  an  irredeemable  currency 
are  conspicuous,  yet  the  national  trade  has  never  been  more  than 
ruffled,  and  the  greatest  disaster  has  been  the  failure  of  a  few 
operators  and  speculative  houses.  We  may  hereafter  touch  in 
our  limited  space  on  the  National  Bank  System,  which  appears  to 
have  produced  results  so  beneficial,  and  it  certainly  is  a  subject 
which  ought  to  be  more  fully  understood  on  this  side  of  the 
Atlantic  than  it  is. 

In  the  Circular  of  the  following  week  (December  21),  the 
discussion  of  the  subject  of  my  opening  remarks  on  the  pro¬ 
bable  effect  of  the  influx  of  money  into  Germany  was  con¬ 
tinued.  The  reader  may  observe  that  it  was  out  of  this,  the 
remarks  on  Currency  grew,  and  it  is  my  impression  that  their 
applicability  will  soon  be  demonstrated  by  the  course  of  events 
in  Germany  as  well  as  in  the  United  States,  to  which  na¬ 
tion  as  these  remarks  were  continued  more  especial  reference 
was  made : — 

The  bullion  in  the  Bank  of  England  continues  rapidly  to  in¬ 
crease  ;  indeed,  the  sum  now  is  only  a  million  less  than  at  the 
corresponding  period  of  last  year,  when  the  rate  of  discount  was  3 
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per  cent.,  though  now  the  5  per  cent,  rate  is  continued.  The  total' 
is  £23,844,492,  being  an  increase  of  £600,542.  At  the  same  time- 
there  has  been  a  decrease  in  the  notes  in  circulation  of  £142,835. 
The  proportion  of  reserve  to  liabilities  has  risen  from  49J  to 
nearly  52  per  cent.  Caution  is  inspired  by  the  state  of  affairs  in 
Continental  centres,  and  public  opinion  supports  the  action  of  the 
Bank  in  continuing  the  rate  of  discount  at  5.  Fortunately  for  the 
cities  which  developed  symptoms  of  a  panic,  our  market  has  con¬ 
tinued  strong,  and  been  able  to  bear  up  against  the  pressure  of 
German  sales.  Had  it  shown  a  sign  of  giving  way,  the  conse¬ 
quences  might  have  been  serious,  for  the  pressure  would  have 
been  thrown  on  the  London  exchange  from  the  Berlin,  Frankfort, 
Amsterdam,  and  other  Bourses.  The  knowledge  that  the  secu¬ 
rities  would  be  upheld  in  the  chief  centre,  and  would  always 
readily  command  fair  rates,  inspired  confidence  in  those  markets 
abroad  ;  and  the  fact  should  not  be  passed  unnoticed,  for  it  indi¬ 
cates  a  fresh  and  growing  element  of  strength.  It  is  of  impor¬ 
tance  that  when  speculation  has  run  wild  in  one  money  centre, 
and  the  inflation  is  being  followed  by  the  reactionary  depression, 
that  the  sound  securities  depreciated  there  with  the  unsound,  can 
readily  command  a  sale  elsewhere.  Thus  the  foreign  market 
imparts  strength  to  the  home  market,  and  supplies  the  funds 
which  carries  it  over  the  crisis.  The  effect  will  be  for  the  centre, 
that  has  conducted  a  legitimate  business,  and  is  ready  at  a  depre¬ 
ciated  price  to  buy  first-class  securities,  to  profit  at  the  expense 
of  the  Bourse  where  the  speculative  business  has  been  carried 
on,  while  helping  the  other  in  the  hour  of  trial.  On  Mr.  Sumner’s 
celebrated  denunciation  of  the  Clarendon- Johnson  Treaty  in  the 
United  States  Senate,  there  was  a  panic  in  the  U.  S.  Bonds  in 
London.  The  fall  was  very  heavy,  all  American  Securities 
going  down  in  that  decline.  Instantly  the  German  markets 
stepped  in  and  bought  up  millions.  They  appreciated  the  cir¬ 
cumstances  more  correctly,  and  benefited  at  the  expense  of  the 
frightened  holders  in  London.  But  supposing  that  they  had  not 
stepped  in  ? — The  fall  would  have  been  greater,  and  had  there 
been  the  material  for  a  panic,  that  might  have  proved  the  train 
for  the  explosion.  Thus,  while  speculation  has  been  rife  in  Ger¬ 
many,  and  the  depression  follows  the  inflation,  good  German 
Securities  are  pressed  on  the  London  market,  and  English  buyers 
will  benefit  at  German  expense. 

There  is  not  space  now  left  at  our  command  to  continue  the 
subject  upon  which  we  last  week  touched — Currency  ;  but  it  is 
desirable  broadly  to  state  what  our  remarks  will  lead  up  to.  The 
system  of  the  United  States  furnishes  ample  proof  that  though 
defective  on  a  main  point,  a  paper  currency,  based  on  the  credit 
of  a  strong  Government,  is  a  good  currency.  If  the  Federal 
Government  could  make  the  legal-tenders,  commonly  called  green¬ 
backs,  exchangeable  for  gold  at  their  face  value  at  the  Treasury, 
that  currency  would  be  sound,  and  perhaps  the  most  desirable 
that  could  be  introduced.  The  principle  on  which  the  National 
Banks  are  founded  is  to  base  the  notes  they  issue,  not  on  gold, 
but  on  the  United  States  Bonds.  The  security  is  as  good,  and 
works  for  the  benefit  of  the  Government,  as  well  as  of  the  Banks. 
Instead  of  having  the  cellars  filled  with  the  precious  metals  lying 
in  an  unproductive  state,  the  security  upon  which  they  work 
earns  for  the  Banks  Five  per  Cent. ;  and  as  the  people  recognize 
in  that  security  perfect  safety,  that  confidence  is  imparted  which 
is  the  very  essence  of  business.  Could  nob  some  portion  of  the 


machinery  "which  is  found  to  "work  so  satisfactorily  in  the  United 
States  be  imported  into  this  country  to  the  benefit  of  the  mercan¬ 
tile  community  ?  That  is  the  question  we  purpose  to  answer, 
while  we  are  aware  that  the  prejudice  against  it  in  England  is 
great  in  proportion  to  the  ignorance  on  the  subject. 

In  the  Circular  of  December  28,  Currency  was  more  directly 

discussed  on  its  own  merits  : — 

It  is  undeniable  that  the  Money  Market  in  England  is  in  a  high 
degree  sensitive  and  liable  to  panic.  The  reason  is  that  a  vast 
superstructure  of  business  has  been  erected  on  a  very  narrow 
foundation  of  gold.  It  is  astonishing  how  large  and  numerous 
may  be  the  transactions  completed  without  any  gold  being  used, 
and  the  metal,  which  is  present  to  the  mind  of  all  engaged,  lies 
hidden  in  the  Bank  vaults.  Could  not  that  basis  be  increased 
that  the  pyramid  might  no  more  rest  on  its  apex  ?  That  question 
has  been  deeply  pondered  in  the  minds  of  the  most  intelligent 
financiers,  and  it  is  a  subject  very  much  in  dispute,  while  the 
indirect  interests  involved  are  enormous,  and  help  materially 
to  prejudice  the  question.  Business  may  in  most  countries  be 
divided  into  two  :  internal  and  external,  or,  home  and  foreign. 
A  people  may  be  thoroughly  satisfied  with  a  currency  which  no 
foreigner  will  acept — as,  for  instance,  in  the  United  States,  where 
irredeemable  paper  is  more  readily  taken fthan  coin,  and  as  in 
some  of  the  States  of  Europe,  where  base  metal,  tokens,  pass  as 
if  silver.  Here,  Bank  of  England  notes  are  deemed  as  good  as 
gold ;  but  abroad  they  will  only  be  readily  taken  because  the 
exchanges  and  the  course  of  trade  constantly  require  money 
to  be  sent  from  almost  every  spot  to  this  centre.  What  appears 
to  us  to  be  the  main  consideration  is — Could  not  a  paper  cur¬ 
rency  be  circulated  in  England,  not  based  on  gold,  but  having 
a  value  equal  to  that  based  on  gold ; — a  currency  designed 
for  home  consumption  only,  and  therefore  without  reference 
to  foreign  exchanges  ?  Upon  what  could  such  a  currency  be 
based,  if  not  on  gold?  The  answer  suggests  itself  to  every 
mind — on  Consols.  When  the  Money  Market  becomes  contracted, 
and  gold  begins  to  flow  out  of  the  country,  commerce  is  threat¬ 
ened  with  a  panic — a  panic  always  impending,  from  the  know¬ 
ledge  that  a  general  run  for  gold,  and  a  demand  to  redeem  all 
outstanding  obligations,  could  not  be  withstood,  but  would  break 
down  all  institutions,  annihilate  credit,  and  precipitate  the  whole 
fabric  into  ruin.  When  the  panic  comes,  it  is  arrested  by  the 
suspension  of  the  Bank  Act,  and  the  Bank  of  England  receiving 
the  power  to  use  its  credit  more  unrestrictedly  is  enabled  to  restore 
confidence.  Every  man  who  has  a  deposit  in  a  Bank  fears  that 
the  ruin  may  involve  his  institution,  though  he  believes  it  to  be 
sound  ;  for,  no  assets  may  save  it,  as  it  cannot  tender  creditors 
Consols,  nor  any  other  security,  however  good,  in  payment  of 
claims.  Thus  when  banks  and  other  financial  institutions  in  the 
moment  of  their  greatest  need  strive  to  sell  or  hypothecate 
Consols,  they  cannot  do  so,  and  they  may  be  compelled  to  sus¬ 
pend  with  their  boxes  filled  with  the  best  securities  the  world  can 
offer.  That  such  a  thing  could  happen,  shows  there  must  be 
something  very  wrong ;  but  what  is  the  wrong,  and  what  is  the 
remedy?  It  is  clear  that  if  the  banker  could  take  those  Consols  to 
the  Treasury  and  receive  a  currency  in  exchange  which  he  could 
pass  as  legal-tender,  no  such  circumstance  could  occur.  In  such 
a  case  any  financial  institution  or  any  firm  that  could  command 
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the  necessary  securities  could  command  the  currency  to  liquidate 
the  liabilities  ;  and  the  strange  spectacle  would  be  no  more  seen 
of  clients  who  believe  in  the  stability  of  their  bank,  breaking 
that  bank  by  their  terrified  action  in  demanding  money  at  the 
critical  juncture  when  no  money  can  be  procured.  Jt  may  not 
be  a  want  of  confidence  in  the  ability  of  the  bank  eventually  to 
pay  all  demands,  but  the  fear  that  the  pressure  they  are  engaged 
in  bringing  to  bear  on  the  bank  may  throw  it  into  liquidation, 
when  the  funds  on  which  they  relied  would  be  locked  up,  and 
therefore  it  would  be  advisable  to  make  haste  to  get  possession 
of  those  funds.  When  hundreds  reason  in  the  same  way,  the 
run  comes  ;  and  the  more  others  are  seen  hurrying  along,  the 
quicker  becomes  the  race.  Anything  that  allays  that  fear,  allays 
panic  ;  for  it  is  evident  that  men  do  not  place  their  money  where 
they  have  no  confidence.  They  have  confidence,  then,  but  it  is 
associated  with  the  fear  we  have  described ;  and  whatever  tends 
to  lessen  that,  would  have  a  beneficial  effect  on  the  commercial 
world. 

A  resume  of  the  mining  news  of  the  year  1872,  relating 
to  the  Pacific  Slope,  precluded  the  consideration  of  the  Cur¬ 
rency  question  in  the  Circular  of  January  4  ;  but  in  the  issue 
of  January  11  there  occurred  these  remarks  : — 

In  this  discussion  on  Currency  we  desire  to  lay  down  a  broad 
rule,  which  should  be  present  to  thelmind  of  the  reader,  and  sug¬ 
gest  itself  to  the  mind  of  the  objector.  It  is  not  law,  but  self- 
interest,  which  will  induce  men  to  act  with  prudence,  energy, 
and  sagacity.  It  is  not  the  law  of  bankruptcy,  but  the  conse¬ 
quences  of  bankruptcy  which  will  induce  circumspection.  The 
law  is  a  mere  regulator  of  the  fact  when  realized.  It  furnishes 
the  provisions  upon  which  the  persons  it  appoints  are  to  proceed  ; 
but  it  is  not,  and  cannot  be,  a  guardian,  a  prevention,  a  cure,  in 
matters  relating  to  finance.  In  the  case  of  commerce,  then,  it  is 
an  error  in  the  Government  to  ground  legislation  on  the  idea 
that  it  can  work  out  the  business  of  an  individual  or  a  corpora¬ 
tion  better  than  those  concerned.  The  true  system  of  Govern¬ 
mental  action  on  financial  questions  not  relating  to  the  State,  is  as 
far  as  possible,  to  let  them  alone  ;  to  allow  those  whose  interest 
it  is  to  manage  as  freely  as  practicable,  and  sternly  to  inculcate 
on  all  the  necessity  for  taking  care  of  themselves.  Bearing  this 
in  mind,  the  freer  the  country  is  from  restrictions  in  banking  the 
better.  But  of  course  the  law  must  enforce  a  contract,  and  a 
banker’s  contract  with  the  public  is  that  he  should  redeem  all  the 
notes  the  bank  issues  in  gold.  It  is  not  necessary,  we  contend,  that 
those  notes  should  be  secured  in  gold.  And  in  this,  lies  the  essence 
of  our  subject.  What  is  wanted  is  confidence.  People  have  as  much 
confidence  in  Consols  as  in  gold.  Feeling  that  confidence,  they  do 
not  require  gold  ;  because  it  is  heavy,  cumbersome,  unwieldy; — 
useless  to  him  whose  bit  of  paper  torn  from  the  leaves  of  a  check¬ 
book,  upon  which  he  writes  a  few  figures  and  signs  his  name,  is 
as  good.  If  a  bank  issued  notes  taken  from  the  Treasury  on  a 
deposit  of  Consols,  contracting  to  redeem  those  notes  in  gold  on 
demand,  or  forfeit  the  deposit  valued  at  a  larger  sum,  that  bank 
would  take  care  of  itself.  The  note-holder  never  would  be  in¬ 
spired  with  fear ;  because  for  his  note  there  is  an  absolute 
security  in  the  Treasury  whatever  becomes  of  the  bank,  and 
even  if  the  bank  broke,  that  note  would  always  realize  some- 
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thing  near  par.  It  is  not  reasonable,  therefore,  to  suppose  that 
note-holders  thus  secured  could  be  impelled  in  a  panic  to  join  in 
one  of  those  unreasoning  runs  on  the  bank  to  change  such 
notes  into  gold.  Nothing,  indeed,  but  a  sense  of  impending 
national  bankruptcy  could  so  inspire  them  ;  which  means,  no  less 
than  the  collapse  of  the  whole  community ;  and  it  is  impossible 
for  any  financier  to  conceive  any  system  which  he  could  expect 
to  outlast  that.  In  the  United  States  the  Bank  Bills  issued  on 
deposits  of  Five-Twenties  in  the  Treasury  have  never  failed  of 
redemption,  and  even  in  a  recent  instance  at  Chicago,  where  a 
poor  and  scattered  population  of  Swedes  were  defrauded  by  a 
dishonest  bank  manager,  the  notes  issued  by  that  bank  all  proved 
to  be  secure.  It  may,  however,  be  observed  that  no  run  could  be 
made  in  the  United  States  for  gold  now  unknown  to  the  currency ; 
but  this  only  proves  that  even  eliminating  the  precious  metal, 
the  system  can  be  made  to  work  well ;  that  so  great  is  the  con¬ 
fidence  of  such  communities  as  those  of  England  and  of  the  United 
States  in  the  Bonds  guaranteed  by  their  Governments  that  they 
can  be  made  to  supply  the  place  of  gold.  To  make  that  system 
which  the  case  of  the  United  States  has  proved  to  be  sound,  as  nearly 
perfect  as  a  financial  system  can  be,  the  Banks  should  be  held  liable 
to  redeem  their  issues  in  gold.  And  though  the  objection  might 
here  come  in — this  is  impossible  for  institutions  which  do  not 
possess  the  bullion  requisite  to  liquidate  their  outstanding  liabi¬ 
lities — yet,  that  objection  is  applicable  to  the  Bank  of  England 
and  to  any  other  financial  institution.  It  is  the  very  law  now  at 
work  in  the  Bank  of  England  which  we  desire  to  extend.  The 
Government  owes  the  Bank  eleven  millions.  Upon  that  indebt¬ 
edness  the  Bank  is  permitted  to  issue  fourteen  millions  in  notes. 
The  remainder  of  its  note  issue  is  based  on  the  available  bullion 
in  its  vaults.  Thus  the  Bank  keeps  afloat  fourteen  millions,  or 
by  far  the  greater  portion  of  its  note  issue,  with  a  less  security 
behind  it  than  that  on  which  we  would  insist.  Has  this  fact  ever 
impaired  the  confidence  of  the  public  in  Bank  of  England  notes? 
and  what  is  it  but  the  knowledge  that  the  Government  has  gua¬ 
ranteed  this  issue  that  inspired  that  confidence  ?  So  it  would  be 
in  the  case  of  other  banks  ;  although  it  may  be  difficult  for  some 
minds  to  realize  that  other  financial  institutons  could  work  in 
the  same  way  as  an  institution  which  has  for  so  long  a  period 
constituted  a  monopoly.  It  will  be  found  that  an  observation 
we  made  in  a  recent  issue  is  true, — that  there  may  be  two 
currencies  in  a  country,  the  one  internal,  the  other  exter¬ 
nal.  The  cheap,  and  economical,  and  elastic  paper  cur¬ 
rency  issued  by  banks  liable  to  redeem  it  in  the  currency 
of  the  world,  coin,  and  based  on  Government  Securities,  which 
means,  the  security  of  every  citizen  of  the  State,  and  of  all  its 
property:  the  other  currency,  we  need  scarcely  add,  is  composed 
of  gold  and  silver,  that  which  passes  everywhere  at  a  recognized 
rate,  and  is  the  standard  of  value.  There  are  questions  arising 
out  of  this  subject  which  will  require  all  the  space  we  can  afford 
within  these  narrow  limits ;  for  we  are  aware  how  many  and 
how  strong  are  the  difficulties  and  objections ;  and  some  of  these 
we  propose  hereafter  to  discuss. 

It  may  be  observed  that  the  writer,  had  only  at  this  time, 
commenced  a  discussion  of  the  subject  in  a  consecutive  way 
and  with  reference  to  it  alone.  But  even  then  the  reasoning 
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was  not  of  that  consecutive  nature  which  is  imparted  by 
running  on  in  a  continuous  way  the  sheets  for  the  press 
Indeed  the  writer  had  to  keep  in  mind  what  he  had  already 
said,  and  write  under  the  impression,  and,  in  a  certain  degree, 
with  reference  to,  the  financial  events  occurring  around.  I  am 
more  particular  in  stating  this,  because  it  will  account  for  the 
repetition  of  arguments.  I  had  either  to  re-write,  and  then 
I  would  lose  the  effect  I  desire  to  preserve,  or  reproduce  the 
remarks  from  the  Circular  as  they  appeared  week  by  week, 
whatever  the  imperfections.  From  this  point,  however,  the 
subject  was  more  in  sequence,  and  I  therefore  cease  these 
introductory  remarks : — 

The  evil  that  first  suggests  itself,  indeed  that  which  involves 
all  others,  in  permitting  the  issue  of  banknotes  on  a  deposit  of 
Consols  in  the  Treasury,  is  inflation.  By  that  term  is  meant  a 
period  of  overweening  confidence  running  into  extravagance 
which  invariably  entails  collapse,  when  the  pendulum  swings 
back  into  the  other  extreme  of  contraction  Or  a  fear  as  unreason¬ 
ing  as  the  confidence  was  exaggerated.  Whatever  hel]3S  an  in¬ 
flation  tends  to  make  the  pendulum  in  its  backward  course  of  ruin 
go  further  than  it  would  otherwise  reach,  and  for  that  reason,  is 
injurious.  Putting  aside  the  observation  that  legislation  must  be 
for  the  normal,  not  the  exceptional  state  of  things,  and  admitting 
the  necessity  for  guarding  in  every  possible  way  against  the  en¬ 
couragement  of  inflation,  the  question  is,  “Would  such  a  pro¬ 
vision  encourage  inflation  ?”  The  construction  of  the  world 
shows  unceasing  change,  and  in  the  life  of  man  that  change  goes 
on  perpetually.  In  obedience  to  this  law,  commerce  is  in  a 
constant  movement  between  extreme  confidence  and  the  want  of 
confidence.  ISTo  measures  can  prevent  that,  for  in  one  form  or 
another  the  natural  law  will  brine:  about  the  result.  The  effect  of 
this  law  is  visibly  seen  in  those  changes  of  dress  which  are  called 
fashion,  and  although  men  of  business  may  not  see  the  similarity 
the  changes  from  inflation  to  contraction  are  but  little  less  ex¬ 
travagant  and  unreasoning  than  are  the  changes  in  a  woman’s 
costume.  These  changes,  then,  are  rather  due  to  human  nature, 
and  they  may  be  calculated  upon  with  tolerable  certainty  in  some 
form  or  another,  usually  in  a  way  that  can  be  predicted.  Cur¬ 
rency  is  only  the  measure  of  values  and  the  medium  of  exchanges. 
It  is  not  the  thing  itself,  but  the  form  of  giving  expression  to  that 
thing.  To  prevent  inflation,  it  is  business  that  should  be  con¬ 
tracted ;  purchase  and  sale,  undertakings,  commitments,  enter¬ 
prise.  Men,  in  the  days  of  their  overweening  confidence,  mis¬ 
calculate  their  means  of  accomplishment  ;  they  undertake  to  do 
that  which  they  cannot  perform,  and  when  a  large  number 
of  them  make  the  discovery,  the  collapse  follows.  But  that 
cannot  be  ascribed  to  the  currency,  although  it  has  been  found 
that  the  great  and  unexpected  prosperity  has  been  followed  by 
that  excessive  confidence,  a  miscalculation  of  resources  and  a 
consequent  collapse.  Because  we  calculate  in  money,  we  ascribe 
to  the  influx  of  money  into  those  countries  the  cause,  yet  it  is  not 
the  money,  but  the  sudden  rise  in  the  value  of  a  chief  staple  of  that 
country,  or  the  discovery  of  some  rich  resource  in  it,  from  which 
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follows  a  greater  abundance  of  the  circulating  medium,  as  of  every- 
thingelsethepeopledesire.  When  these  periods  supervene,  it  has  in¬ 
variably  been  found  that  the  want  of  an  adequate  circulating  medium 
in  no  way  checked  the  tendency ,  but  on  the  contrary  rather  increased 
it.  When  men  are  unhampered  by  the  consideration  of  paying  money, 
notes  or  gold  for  what  they  require,  but  can  accept  liabilities  by 
writing  down  sums  on  pieces  of  paper  over  their  names;  and 
when  there  are  others  willing  to  accept  and  to  pass  from  hand  to 
hand  such  paper,  there  are  no  bounds  then  to  the  extravagance 
that  may  ensue.  The  history  of  the  South  Sea  Bubble  and  of 
the  Tulip  Mania,  show  the  folly  of  whffih  people  are  capable.  But 
at  these  times  men  have  never  been  hampered  by  the  want  of 
currency.  Anything  that  induces  them  to  have  freer  recourse 
to  credit,  to  the  circulation  of  their  own  notes-of-hand,  helps  ma¬ 
terially  towards  extravagant  speculation,  and  an  adequate  cur¬ 
rency  which  checks  the  device  would  be  a  drag  rather  than 
an  incentive  to  inflation.  We  have  said  that  during  such  periods 
notes-of-hand  get  into  circulation— -that  is,  individuals,  without 
adequate  security,  manage  to  substitute  their  own  notes  for  tho 
banknotes  with  the  adequate  security,  such  as  we  recommend, 
and  that  is  one  of  the  main  causes  of  loss.  It  is  from  confusing  two 
things  which  in  truth  differ  widely,  that  much  of  the  existing 
prejudice  is  due  to  the  wider  issue  of  banknotes.  When 
these  bills  of  individuals,  unsecured  or  secured  inadequately,  get 
into  circulation,  the  time  is  the  full  tide  of  confidence, 
and  it  is  assumed,  because  they  are  found  in  circulation,  that 
the  inflation  is  due  to  them,  whereas  they  are  due  to  the  infla¬ 
tion.  ’Tis  true  they  help  to  make  what  men  then  imagine  to  be 
moneyandmoney’s  worth;  and  when  they  arediscoveredto  be  worth¬ 
less,  what  appeared  to  be  a  large  amount  of  property  ceases  to 
exist.  This  has  tended  to  associate  inflation  with  these  dishonoured 
bills  and  notes ;  and  created  a  prejudice  in  the  public  mind 
against  notes  which  connects  them  with  panics  and  losses.  It  is 
difficult,  perhaps  impossible,  to  remove  the  impression  that  the  in¬ 
flation  and  collapse  were  not  due  to  these  notes,  hence  the  pre¬ 
judice  against  which  we  have  to  combat,  although  what  we  pro¬ 
pose,  is,  in  truth,  to  substitute  banknotes  absolutely  secured  and 
issued  by  responsible  persons  in  place  of  these  ill-secured 
promises  of  this  and  that  individual  to  pay,  which  to  a  cer¬ 
tain  extent  such  an  issue  would  do,  and  to  that  extent  check  in¬ 
flation  and  diminish  loss.  If  a  man,  with  nothing  to  lose,  know¬ 
ing  that  he  has  nothing,  though  the  public  suppose  he  has  some¬ 
thing,  can,  on  his  credit,  issue  such  notes,  he  will  probably  do 
so  ;  but  when  corporations  and  firms  are  compelled  to  secure 
absolutely  the  notes  they  issue,  they  cannot  issue  more  than  they 
can  redeem,  and  will  issue  none  except  under  the  spur  of  neces¬ 
sity.  The  check  will  be  effectual,  because  another  liability  will 
hang  over  the  bank  of  issue — the  liability  to  redeem  those  notes 
in  gold.  But,  two  main  considerations  here  come  in;  each  of 
which  requires  attention.  1. — The  effect  of  increasing  the  cur¬ 
rency  of  the  country.  2. — The  risk  of  issuing  notes  redeemable 
in  gold  far  in  excess  of  the  amount  of  gold ;  and  we  will  consider 
both  these  subjects  hereafter. 

The  effect  of  unduly  increasing  the  paper  currency  of  a  coun¬ 
try  is  nominally  to  raise  the  value  on  all  property  in  it.  But  as 
it  does  not  alter  the  standard  of  the  world,  gold,  a  discrepancy  is 
the  immediate  result  between  that  standard  and  the  paper.  So 
long  as  the  paper  is  redeemable  in  gold  on  demand,  there  cannot 
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be  that  discrepancy  unless  the  people  lose  faith  in  the  ability  of 
the  issuers  thus  to  redeem  the  paper,  when  there  would  be  a 
panic  and  a  run  on  the  banks  of  issue.  There  cannot  then  be  a 
depreciation  of  the  notes  in  circulation  and  the  continued  circu¬ 
lation  of  that  paper  if  redeemable  in  gold  ;  because  the  first  de¬ 
preciation  would  produce  the  run,  and  the  system  would  at  once 
collapse  or  be  rectified.  It  is  so  apparent  that  we  need  not  dwell 
on  the  fact,  that  if  bank-notes,  redeemable  in  gold,  fell  to  a  dis¬ 
count  through  the  fear  that  they  would  not  be  thus  redeemed, 
the  holders,  instead  of  exchanging  them  at  the  depreciated  value, 
would  immediately  demand  gold  for  them  at  the  bank  of  issue ; 
just  as  a  man  who  held  some  Bank  of  England  notes  instead  of 
taking  £4  10s.  for  each  £5,  would  at  once  present  them  at  the 
Bank  and  claim  their  face  value  in  sovereigns.  But  we  have 
admitted  that  the  notes  to  be  issued  under  the  system  we  recom¬ 
mend  would  be  far  in  excess  of  the  gold  held  for  their  redemp¬ 
tion;  and  what  then  is  to  prevent  that  depreciation  and  the  con¬ 
sequent  run  and  panic  ?  The  very  key-note  of  our  proposition 
is,  that  these  notes  should  be  issued  only  on  a  deposit  in  the 
Treasury  of  more  than  their  value  in  Consols.  Do  the  people  of 
Great  Britain  believe  the  Bonds  issued  by  their  Government  to 
be  the  best  of  securities  ?  All  will  answer,  “Yes  ;  assuredly  they 
do.”  Then,  knowing  that,  they  must  have  full  confidence  in  the 
value  of  the  bank-note  thus  secured.  They  are  aware  that  if 
all  ran  for  gold  at  once  there  would  be  a  failure  to  redeem.  But 
they  are  also  aware  that  ultimately  all  these  notes  would  be  re¬ 
deemed,  that  they  were  safe  as  far  as  anything  in  this  world  can 
be,  and  that  the  gold  was  only  a  question  of  time.  Admitting 
this  to  be  the  feeling  of  the  community,  and  it  must  become  the 
feeling,  is  it  possible  that  there  could  be  a  run  on  the  part  of  the 
note-holders  ?  If  it  is  possible,  it  remains  for  those  who  object 
to  explain  in  what  manner.  A.  B.  C.  hold  these  bank-notes  ; 
A.  wants  gold,  and  he  proceeds  to  the  bank  of  issue  to  exchange 
his  notes  for  gold.  Suppose  that  there  is  an  unusual  demand  for 
the  precious  metal,  and  the  bank  of  issue  is  running  dry.  There 
cannot  be  a  run  on  the  part  of  B.  and  C.,  because  they  do  not  want 
gold.  They  can  pass  their  notes  in  the  way  of  trade  and  house¬ 
hold  expenditure.  But  let  us  meet  the  possibility  that  the  bank 
of  issue  failed  ;  in  what  position,  then,  do  the  noteholders  stand  ? 
A.,  who  wants  the  gold,  may  be  compelled  to  exchange  his  notes 
for  gold  at  a  depreciation.  But  what  would  that  depreciation 
be  further  than  the  sum  charged  for  interest  upon  a  sound  secu¬ 
rity  spreading  over  a  period  which  experience  would  show  was 
about  the  time  in  which  the  Treasury  would  be  enabled  to  re¬ 
deem  the  notes  by  the  sale  of  the  Consols  deposited  by  the  bank 
of  issue.  But  what  would  B.  and  C.  do  under  such  circum¬ 
stances  ?  Wait,  not  wanting  the  gold,  or  pass  the  notes  when 
they  did  want  money  at  whatever  the  depreciation  might  be, 
admitting  that  there  might  be  a  depreciation.  But  we  are  in¬ 
clined  to  think  that  notes  so  abundantly  covered  even  on  the  sus¬ 
pension  of  the  bank  of  issue  would  still  pass  freely  and  without 
depreciation.  At  an}T  rate,  the  depreciation  on  paper  thus  secured 
could  not  at  any  time  be  such  as  to  inspire  alarm ;  because  people  do 
not  want  gold,  all  they  require  is  something  which  will  pass  from 
hand  to  hand  as  do  Bank  of  England  notes,  the  holder  feeling 
secure  in  the  possession  of  his  paper  and  all  his  fellow  country¬ 
men  ready  to  accept  that  paper  at  its  face  value.  If  it  be  ad¬ 
mitted  that  there  could  be  no  continued  depreciation  in  notes  re- 
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deemable  in  gold  thus  secured,  the  question  arises,  might  not 
the  banks  of  issue  be  tempted,  if  left  um-estrained,  to  issue  in 
times  of  stringency  all  they  could  secure  from  the  Treasury  on 
deposit  of  Consols  ?  and  would  there  not  be  a  tendency  to  infla¬ 
tion  from  such  a  deluge  of  paper  money  P  The  banks  of  issue, 
compelled  to  redeem  their  notes  in  gold  on  demand,  presumed 
to  be  managed  by  trained  men  of  average  capacity  in  the  in¬ 
terests  of  their  proprietors,  must  work  keenly  under  the  natural 
law  of  self-protection.  All  manner  of  follies  may  be  perpetrated 
and  robberies  committed  ;  but  these  are  exceptional  acts,  whereas 
sound  judgment  and  careful  proceedings  are  the  normal  condi¬ 
tions.  The  banks  will  guard  carefully  against  the  danger  of  being 
unable  to  redeem  in  gold ;  because  such  a  failure  means  suspen¬ 
sion,  and  suspension  is  the  death  of  the  institution.  A  bank 
dividing  10  or  12  per  cent,  among  its  shareholders  might  thus 
be  cut  short  and  wound  up,  and  there  could  be  no  consideration 
present  to  the  mind  of  the  shareholders  more  powerful  than  that 
danger.  We  believe  then  in  the  confidence  which  the  public 
would  feel  in  a  circulation  thus  amply  secured.  We  believe  also 
in  the  effectual  check  against  over-issues  which  the  liability  to 
redeem  would  entail.  But  what  would  be  the  gain  to  the  coun¬ 
try  ?  In  one  word,  the  answer  is — Elasticity. 

There  are  seasons  when  every  nation  is  in  activity,  and  seasons 
when  they  are  in  repose.  Thereare  seasons  when  menare  tillingand 
sowing  the  ground,  and  there  are  seasons  when  they  are  reaping 
and  harvesting  the  crops.  Similarly  in  other  departments  of 
human  labour  there  are  seasons  when  men  are  storing  for  the 
winter  and  when  men  are  preparing  for  the  summer.  These 
exercise  an  enormous  influence  over  the  trade  of  countries,  and 
that  over  the  circulation.  When  all  hands  are  in  full  employ¬ 
ment  the  demand  for  money  is  active,  approaching  to  stringency  ; 
the  discounts  rise  and  traders  who  have  not  carefully  prepared 
and  left  ample  margin  to  cover  all  liabilities  may  fail,  though 
their  assets  may  exceed  their  liabilities.  At  those  periods  it  is 
desirable  that  the  circulating  medium  could  so  expandas  to  meet 
the  wants  of  the  country,  and  that  it  should  so  contract  in  the  sea¬ 
son  of  repose  that  the  notes  issued  in  the  harvest  time  may  be 
redeemed  in  the  winter.  That  this  would  be  desirable  is  readily 
admitted  even  by  persons  who  look  upon  the  proposition  as  im¬ 
practicable,  Utopian;  just  as  it  would  be  desirable  to  counteract 
the  effect  of  the  east  wind  or  of  inundations.  There  are,  how¬ 
ever,  those  who  profit  by  the  stringency,  and  to  whom  it  would 
be  a  matter  of  loss  if  the  currenc}'  could  be  regulated  so  as  to 
expand  and  contract  according  to  the  wants  of  the  nation.  But, 
for  the  most  part,  they  err  in  supposing  that  it  would  entail  any 
loss  upon  them.  Capitalists  would  not  suffer,  while  the  opera¬ 
tions  undertaken  by  the  whole  community  each  in  his  individual 
capacity  would  be  enlarged  and  benefited. 

Eor  the  commerce  of  the  country,  a  certain  amount  of  geld  is 
required  ;  and  the  conditions  will  not  be  changed  b}'  carrying 
into  operation  the  scheme  here  discussed.  With  but  little  aug¬ 
mentation  in  the  stock  of  gold  the  commerce  of  the  country  has 
quadrupled,  and  the  public  have  met  the  altered  conditions  by 
checks  and  a  Clearing-house.  But  for  that  system,  the  business 
of  this  nation  could  not  have  been  conducted  on  its  present  gigantic 
scale  ;  but  while  the  movement  is  so  vast  and  increasing  over 
the  small  gold  basis,  that  basis  has  remained  almost  unaltered, 
which  shows  that  the  gold  required  for  the  commerce  of  the 


14 


country  is  not  disturbed  by  what  may  be  practically  called  addi¬ 
tions  to  the  currency,  nor  "would  it  be  disturbed  by  the  issue  of 
notes  based  on  Consols. 

The  propositions  we  have  made  may  be  considered  inapplicable 
to  Great  Britain ;  but  it  is  a  fact,  and  one  we  desire  now  to  apply 
to  them,  that,  in  part  at  least,  they  are  in  operation  in  the  land 
which  has  the  greatest  internal  commerce.  The  largest  con¬ 
sumers  are  the  people  of  the  United  States,  and  as  the  country 
is  very  extensive,  the  internal  commerce  is  immense.  The  nation 
which  does  this  great  business  has  an  inconvertible  paper  cur¬ 
rency.  That  currency  may  be  divided  into  two  parts  :  the  one 
termed  legal-tenders,  nicknamed  greenbacks,  the  direct  issue  of  the 
United  States  Treasury  ;  the  other  the  National  Bank  note  issue, 
or  that  based  upon  a  deposit  of  United  States  Bonds  in  the  Trea¬ 
sury.  Both  issues  are  restricted  in  amount,  a  restriction  which 
can  be  removed  by  Congress  alone.  It  has  been  found  in  prac¬ 
tice  that  the  internal  commerce  of  the  nation  can  be  conducted 
efficiently  on  an  inconvertible  paper  currency,  and  an  agitation 
is  now  being  raised  that  the  restriction  to  the  National  Bank 
issues  on  United  States  Bonds  should  be  removed.  It  is  proposed 
that  the  banks  which  have  complied  with  the  conditions  fixed  by 
Congress  should  be  the  regulators  of  their  own  issues,  always  of 
course  covered  by  the  deposit  in  the  Treasury.  Now  what  we 
suggest  is  that  these  Banks  should  be  compelled  to  redeem  their 
notes  in  gold  on  demand.  This  would  work  a  great  change,  but 
not  so  great  as  many  seem  to  imagine.  For  the  internal  com¬ 
merce  of  the  United  States,  little,  if  any,  gold  is  required,  and 
the  demand  only  exists  at  ports  of  entry  to  regulate  exchanges 
and  dealings  with  foreign  countries.  As  the  United  States  ex¬ 
tend  over  so  large  an  area  with  great  cities  at  a  considerable  dis¬ 
tance  from  each  other,  it  would  be  necessary  to  establish  a 
bureau  or  a  Special  Bank,  with  branches  wherever  a  sub-Trea- 
sury  department  is  now  in  operation  as  a  Clearing-house  to  re¬ 
deem  the  notes  and  return  them  to  the  banks  of  issue.  Although 
these  notes  are  abundantly  covered  by  a  deposit  in  the  Treasury, 
a  certain  percentage  of  the  capital  of  each  bank  should  be  held 
by  the  bureau,  and  all  should  be  controlled  by  the  Government. 
The  expense  could  be  defrayed  by  a  small  charge  upon  the  capi¬ 
tal  of  the  banks,  and  all  the  gold  in  the  U.  S.  Treasury  above  the 
sum  experience  has  proved  ought  to  be  held,  might  be  distributed 
among  these  branches  of  the  bureau. 

It  may  not  be  known  generally  in  England,  nevertheless  it  is 
a  fact,  that  banking  operations  are  a  good  deal  hampered  in  dif¬ 
ferent  States  of  the  Union  by  laws  against  usury.  The  legisla¬ 
tures  calculate,  whatmoney  on  interest  has  earned  in  the  States  over 
a  given  number  of  years,  and,  taking  that  average,  they  fix  it  as 
the  highest  rate  a  bank  is  authorized  to  charge.  We  do  not  here 
intend  to  discuss  laws  so  inapplicable  to  the  age  in  which  we 
live,  but  we  allude  to  them  as  showing  that  the  United  States 
system  has  been  successful,  in  spite  of  the  paper  currency  being 
irredeemable,  and  in  spite,  too,  of  laws  which  have  materially 
helped  to  make  the  periodical  pressure  for  money  still  more 
stringent.  The  system,  we  contend,  is  thoroughly  sound,  and 
the  history  of  its  operation  in  the  United  States  of  America  is 
the  strongest  proof  of  the  fact.  That  it  should  have  succeeded 
against  two  such  drawbacks  shows  how  admirably  adapted  it 
would  be  for  the  country  were  these  drawbacks  removed. 
Were  the  Usury  Laws  abolished  a  valuable  concession  would 
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be  made  to  bankers,  which  would  go  far  to  compensate  them 
for  being  forced  to  redeem  their  note  issues  in  gold.  Our 
suggestion,  then,  is,  that  a  law  to  redeem  the  currency  in  specie 
should  be  substituted  for  the  Usurv  Laws,  and  the  further  con- 
cession  to  the  banks  be  made  that  each  should  regulate  its  own 
issue  of  notes.  By  this  means  the  United  States  would  abolish 
a  useless  and  a  pernicious  restriction,  while  it  introduced  an 
effectual  check.  It  would  take  the  control  from  a  blind,  unyield¬ 
ing  statute,  and  place  it  in  the  hands  of  the  bank  managers. 
It  would  say  to  these  managers — You  have  the  power  to  act,  but 
you  shall  act  only  at  your  own  risk  and  peril.  If  you  bank 
badly  you  will  ruin  those  for  whom  you  act,  but  that  is  their 
affair  and  yours.  See  that  you  work  upon  true  financial  prin¬ 
ciples,  with  foresight  and  caution,  or  the  end  will  be  swift  and 
sure.  Now,  here  we  desire  to  impress  on  our  readers  the  wide 
difference  between  the  injury  the  bank  managers  can  bring 
about  as  affecting  the  public  and  the  injury  such  laws  as  those 
against  usury  can  bring  about;  or  two  things  essentially 
different  may  be  confused,  and  our  scheme  may  be  condemned. 
The  Usury  Law  affected  commerce,  it  affected  the  free  purchase 
of  accommodation,  it  hampered  discount,  and  did  so  most  when 
the  stringency  was  greatest,  that  is,  it  affected  the  whole  trade 
of  the  country,  and  therefore  the  nation,  how  the  bank  managers, 
when  left  to  act  at  their  discretion,  would  be  dealing  with  the 
property  of  their  shareholders,  with  the  property  of  the  bank  or  of 
those  who  had  placed  them  in  the  position.  Let  us  suppose  that 
one  eager  to  obtain  the  gains  of  a  large  issue  in  a  period  of  strin» 
gency,  secured  all  the  U.  S.  Bonds  he  could,  and  issued  notes  to 
the  full  extent.  Let  us  suppose  that  these  returned  for  exchange 
in  gold  to  a  greater  extent  than  the  bank  could  redeem,  and  the 
conversion  consequently  stopped.  That  bank  would  be  suspended, 
and  who  would  lose  ?  Hot  the  noteholders,  for  they  would  be 
abundantly  cohered  by  the  deposits  in  the  Treasury.  The  depo¬ 
sitors  might  lose  ;  but  whose  business  is  it  to  protect  them  if  not 
their  own,  and  the  stockowners  would  certainly  lose  in  a  greater 
or  lesser  degree  ;  but  the  public  would  not  be  affected  further 
than  such  individual  losses  do  affect  a  community.  Indeed,  it  is 
probable  that  the  public,  on  balance,  would  have  gained  ;  because 
the  failure  of  that  bank  would  be  due  to  over-issue  during  a 
period  of  stringency  ;  that  is,  in  the  endeavour  to  supply  the 
public  with  what  it  wanted,  at  the  moment  it  wanted  it  most. 
The  bank  managers  act,  then,  for  their  shareholders  first,  and  for 
their  customers  next.  By  the  first  they  are  chosen,  and  that 
choice  inspires  confidence  in  the  second.  If  the  shareholder  sees 
cause  to  dislike  the  management,  he  can  sell  out  if  he  cannot 
change  it,  and  so  can  a  partner.  If  the  depositor  has  no  confi¬ 
dence  in  a. bank,  he  certainly  will  not  place  his  money  therein. 
Hence  these  classes  are  their  own  masters,  are  dealing  with 
special  interests  of  their  own,  and  it  is  no  business  of  the  State 
to  interfere,  but  to  leave  them  to  the  exercise  of  their  judgment. 
With  the  noteholder,  however,  the  case  is  quite  different. 
Though  this  bank,  or  that  bank,  or  the  other  bank,  may 
have  its  designation  printed  on  that  note,  it  is  nothing 
to  the  Government,  which  merely  uses  these  as  the  best 
instruments  for  circulating  and  redeeming  the  paper  currency. 
That  currency  is  national,  and  to  be  national  must  inspire  confi¬ 
dence  in  all  parts  of  the  land.  That  confidence  can  only  thus  be 
inspired ;  and  all  the  notes  can  thereby  be  passed  from  hand  to 
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hand  without  reference  to  the  stability  of  the  bank  of  issue.  It 
is  not  for  an  individual,  but  for  a  general  purpose  a  Government 
acts  ;  while  it  is  for  an  individual,  and  not  a  general  purpose,  the 
shareholders  and  depositors  act.  The  gist  of  this  part  of  our 
subject  is,  that  while  a  Government  cannot  supply  people  with 
brains,  it  is  advisable  that  the  regulations  which  it  brings  into 
operation  should  permit  the  freest  exercise  of  brains  ;  that  each 
Corporation  should  be  permitted  to  select  from  its  own  body  the 
persons  in  whose  judgment,  honesty,  and  energy,  it  has  most 
trust,  and  that  the  consequences  of  the  actions  of  these  gentlemen 
should  be  confined  as  much  as  possible  to  the  persons  who  place 
them  in  power. 

What  is  there  to  prevent  England  from  assimilating  her  cur¬ 
rency  to  that  of  the  United  States  after  these  improvements  have 
been  introduced,  and  their  working  placed  by  practice  beyond 
all  dispute  P  The  Bank  of  England  could  be  the  Clearing-house  ; 
could  be  the  Government  Bureau  ;  could  be  the  Treasury  of  the 
country  ;  and  the  regulator  of  its  currency  much  more  effectually 
then  than  now.  This  advantage  none  will  deny; — that  a  paper 
currency  is  cheaper  far  than  a  metal  currency.  It  is  profitable 
to  the  banks  of  issue,  even  in  the  notes  lost ;  whereas  in  the  loss 
of  gold  there  is  the  loss  of  a  material  substance.  The  loss  in 
weight  is  continuous,  by  friction,  and  bank  notes  are  more  handy 
to  carry  and  to  count. 

To  recapitulate  ;  this  is  the  substance  of  our  argument.  The 
greater  the  business  of  a  country  becomes,  the  more  is  felt  the 
want  of  elasticity  in  its  currency. 

To  produce  that  elasticity  it  is  necessary  to  place  in  the  hands 
of  some  the  power  to  i^sue  notes  not  based  on  gold  which  is  un¬ 
attainable,  yet  so  secured  as  to  command  public  confidence.  This 
can  only  be  done  by  using  the  National  Certificates  of  indebted¬ 
ness,  which,  in  fact,  implies  the  endorsement  by  the  nation  of 
the  notes. 

To  prevent  an  over-issue,  the  banks  of  issue  should  act  under 
the  liability?  of  at  any  time  being  called  upon  to  redeem  their 
notes  in  gold,  and  under  the  penalty  of  suspension  in  the  event 
of  failure.  By  that  means  the  power  of  expanding  the  currency 
would  fall  into  the  hands  of  those  best  qualified  to  judge  of  the 
necessity  and  of  the  expediency  ;  acting  under  a  heavy  responsi¬ 
bility.  So  long  as  the  notes  were  redeemed  on  demand  in  gold 
there  could  be  no  discrepancy  between  them  and  gold  which 
would  keep  these  notes  on  a  level  with  the  currency  of  the  world. 
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